International 
Marketing Information 
Series 


auf 


Foreign Economic Trends 
and Their Implications 
for the United States 


AUGUST 1985 
LUXEMBOURG 


FET 85-66 
Frequency: Annual 
Supersedes: 84-78 


PREPARED BY 
AMERICAN EMBASSY LUXEMBOURG 


U.S. DEPARTMENT OF COMMERCE 


international Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscrip- 
tion, $70.00. Foreign mailing $17.50 additional. Single copies, $1.00, available from Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





2 


LUXEMBOURG KEY ECONOMIC INDICATORS 


All values are in millions of Luxembourg francs (FLUX) unless otherwise 
stated. Average exchange rates: 1982: $1:00 = FLUX 45.68 

1983: $1.00 = FLUX 51.30 

1984: $1.00 = FLUX 57.78 


INCOME §& PRODUCTION 1982 1983 1984 


GDP (current prices) 181,000 205,800 223,293 
GDP (constant prices) 119,000 120,500 124,100 
Per capita GDP (current) 495 563 611 
Private consumption 96,234 103,600 110,800 
Gross investment (current) 40 , 682 37, 800 39 ,000(1) 
Crude steel production (m.tons) 3.510 3.294 3.987 
Average hourly wage (FLUX) 259.4 271.8 303.4 


EMPLOYMENT (absolute figures) 

Total active population 158,100 157,700 158,300 
Foreigners in work force 52,300 53,800 54,000(1) 
Industrial employment 58,200 56,400 56,800(1) 
Employees in Steel 17,900 16,100 14,800 
Unfilled job offers 152 170 198 
Unemployed 2,039 2,476 2,695 


MONEY §& PRICES 

Money Supply (Approx M2) 88,900 92,800 98,400 

Public Debt 33,970 40,631 47,011 

Budget Reserve 3,991 1,883 2,690 

Consumer Price Index 272,43 193.94 310.08 
(1965 = 100) 


GOVERNMENT BUDGET 

Total Receipts 59,897.5 71,921.4 68 ,464.3 
Total Expenditures 59,927.24 74,030.1 67,656.4 
Surplus(+)/Deficit(-) -29.7 -2,108.7 + 807.9 


FOREIGN TRADE 

Exports 101,929 111,346 142,000(1) 
EC Share 3% 76.8 71a 
US Share % ee 4.0 

Imports (1) 117,646 128,425 164 ,000(1) 
EC Share % 91.5 ao4o 
US Share % Leo fu 7 


Notes: 
(1) Estimate 
(2) Gas and electricity excluded 


Sources: Luxembourg Government Statistical Office 
Luxembourg Monetary Institute 





INTRODUCTION AND SUMMARY 


Luxembourg boasts a wealthy, open, diversified and 
market-oriented economy. Steel production, light industry, 
and financial services are the important economic sectors. 


A member of the Belgium-Luxembourg Economic Union (BLEU), 
Luxembourg shares a common currency and customs facilities 
with Belgium. Luxembourg is also a member of the Benelux 
Customs Union (including Belgium and the Netherlands) and a 
founding member of the European Communities (EC). There is a 
large middle class, which enjoys a high standard of living. 
The industrial sector, until recently dominated entirely by 
steel, is increasingly diversified. Agriculture is based on 
small, highly productive family-owned farms. The service 
sector -- especially banking -- now accounts for a rapidly 
growing proportion of the economy. Over 80% of the gross 
domestic product is related to foreign trade, fostering a 
long-standing interest in open-borders and commercial 
activity generally. Most trade is with Luxembourg's 
immediate neighbors -- West Germany, Belgium, and France. 
The United States accounts for only about 4% of Luxembourg's 
trade. Luxembourg steel exports to the US dominate 
US/Luxembourg trade relations. 


The Luxembourg economy has demonstrated marked improvement 
since mid-1983, due to a pick-up in European demand for 
Luxembourg steel. The upturn in exports in 1984/85 has more 
than offset generally weak domestic demand. The rapid growth 
of the financial sector over the past decade has offset the 
long-term decline of the steel industry. GDP growth is 
estimated to have reached 3% in 1984 and should increase 
again by 2-3% in 1985. Inflation remains in the range of 

4%. Unemployment is steady below 2%. 


In 1985, the policy of budget restraint will be continued; 
the budget is expected again to register a small surplus. A 
trade deficit is anticipated, but the external accounts 
overall should register a large surplus, due to the 
contribution of the financial services sector. 


Luxembourg is the host to numerous US industrial firms and 
financial institutions and welcomes additional US 

investment. American firms interested in marketing in 
Luxembourg generally include Luxembourg with markets in one 
or more of the larger neighboring countries, usually Belgiun, 
or with either France or Germany. 





CURRENT ECONOMIC SITUATION 


Luxembourg's ability to implement economic and monetary 
policies independent of those of its larger neighbors is 
strictly limited. Fortuitously, the economy is experiencing 
a mild expansion, which should continue into 1986. In 1984, 
GDP growth near 3% resulted from a more favorable 
international economic environment -- specifically, strong 
demand for Luxembourg steel in Europe. GDP in 1984 was 
estimated at FLUX 223 billion ($3.9 billion), and per capita 
income at about $10,500. 


With 80% of the country's GDP foreign-trade related, 
Luxembourg's economic well-being depends to an extraordinary 
degree on the economic strength of its major trading 
partners, and on the free world economy in general. For the 
foreseeable future, the level of Luxembourg's steel exports 
(expected to remain flat in 1985) will exercise the most 
important single influence on the direction of the economy. 
GDP growth of 2-3% during 1985 is forecast. Consumer 
purchasing power and private consumption should both rise in 
1985, after remaining depressed for the last three years. 


By sector, industrial output (other than steel) increased by 
about 10% in 1984. Financial services grew by about 6-8%, 
and a similar trend in 1985 is expected. Agriculture 
production was up 6.3% in 1984, although the wine harvest was 
not outstanding. The construction industry remains 
depressed, declining overall by 14.3% in 1984, with little 
relief in sight; austerity in public investment and 
relatively high interest rates are factors. 


Inflation in 1985 is expected to remain in the 4% range, 
although external factors, including the exchange rate of the 
franc vis-a-vis the dollar, could adversely affect this 
forecast. Wage indexation was reintroduced in January 1985, 
providing for periodic adjustments in tranches of 2.5%. The 
government has reserved the right to limit the automatic 
indexation system, should unexpected circumstances warrant. 


Unemployment in 1985 is forecast to remain essentially 
unchanged at 1.7% of the workforce; this percentage would be 
nearer 3%, if workers engaged in various government-supported 
work schemes were included. Although unemployment is 
negligible by OECD and EC standards, the centrist Christian 
Social/Socialist government considers it to be a major 
problem, especially among young persons, many of whom are 
inadequately trained for new job openings, notably in the 
financial sector. Over the past year, various measures were 
also taken to promote labor mobility, youth employment, and 
employment in the construction industry. 





Whereas 26% of the resident population are non-citizens, some 
37% of the workforce are non-Luxembourgers, many of whom live 
in nearby Belgium, France and Germany. Luxembourg also hosts 
a large Portuguese community, which comprises an important 
element of the workforce. 


Government policies promote industrial diversification and 
the development of Luxembourg as a financial, audiovisual and 
communications center -- all areas of expected economic 
growth over the medium-term. A Luxembourg-sponsored direct 
broadcast television satellite is due to be launched in 
1986/87. 


FOREIGN TRADE 


With major firms 95% export-oriented and imports supplying 
85% of its consumer goods, Luxembourg policies actively 
promote liberal international trade. The country's 
dependence on foreign trade, the small size of its economy, 
its close integration with neighboring economies, and its 
central position in the EC all contribute to Luxembourg's 
support for coordinated European economic policies. 
Luxembourg shares a common currency and customs facilities 
with Belgium. It is also a member of the Benelux Customs 
Union -- the world's oldest. Luxembourg was a founding 
member of the European Communities (European Coal and Steel 
Community, European Economic Community, and EURATOM) and is a 


long-time supporter of European unity. The presence of many 
EC institutions in Luxembourg reflects its commitment to 
European integration. 


Luxembourg exports finished steel products, chemicals, rubber 
products, glass, aluminum products, and a wide range of other 
industrial products. Three-quarters of all exports go to 
other EC member countries. Imports are dominated by retail 
quantities of quality consumer goods and by customer-specific 
quantities of a wide range of raw materials, intermediate and 
finished goods required by a small, industrialized economy. 
In 1984, approximately 92 percent of all imports came from 
other member countries of the EC. About 40 percent of all 
imports came from the Federal Republic of Germany, 35 percent 
from Belgium, and 15 percent from France. The US receives 
about 5% of Luxembourg's exports, but supplies only slightly 
more than 2% of Luxembourg's imports. 


Luxembourg's trade account has run a persistent deficit over 
the last decade, but the country enjoys an overall balance of 
payments surplus, due to revenues from financial services. 

In 1984, the trade deficit was estimated at about FLUX 22 
billion ($380 million), but the overall balance of payments 
was estimated to be in surplus by nearly $1 billion -- more 
than 20% of GDP. 





IRON AND STEEL 


The iron and steel industry is the most important single 
sector of the economy. Steel accounts for about 43% of all 
exports (excluding services), 10% of GDP, 38% of industrial 
employment, and 9% of the workforce. Steel production jumped 
21% in 1984 to 3.98 million metric tons (3.2 percent of EC 
output) but in 1985 is likely to remain flat, or to increase 
only mariginally. 


The "restructuring" of the industry (a euphemism for reducing 
capacity and increasing government ownership of the ARBED 
steel company) began as early as 1974. As the result of 
timely modernization of facilities, cutbacks in production 
and employment, a synergies agreement with the Belgian group 
Cockerill-Sambre, and government assumption of portions of 
ARBED's large debt, the ARBED company returned to 
profitability in 1984, after a decade of heavy losses. 
Luxembourg government ownership of ARBED will rise from 24% 
to about 31% by the end of 1985. Including non-voting share 
holdings, government ownership of ARBED will reach 43%. 


Most of ARBED's production and sales are controlled by quotas 
imposed by the EC Commission. EC countries absorb about 75% 
of ARBED's output; US markets account for an additional 5%. 
ARBED specializes in the production of large steel beams, 
used in skyscrapers throughout the US. 


ARBED's outlook for 1985 is favorable. The company should 
remain profitable, employment will decline by several 
hundreds (reaching 12,500 by end-1986), but steel shipments 
will show little, if any, growth. 


FINANCIAL SECTOR 


International banking is the second most important sector in 
the economy, employing about 6% of the workforce, but is 
becoming the largest source of tax revenues. Political 
stability, good communications, easy access to other European 
centers, skilled multilingual staff, and a tradition of 
banking secrecy -- all have contributed to the growth of the 
Luxembourg financial center. 


Until the early 1980's, Government did little to actively 
promote this remarkable growth. This situation is changing 





Intensified international competition; the slippage of 
Luxembourg's relative importance in the Euromarkets; a 
slowdown in growth of wholesale international banking; and 
the increasing concentration of banking services in New York, 
London, and Tokyo -- all seem likely to induce a further 
reassessment on the part of Luxembourg authorities of what 
more can be done to promote the growth of the financial 
sector. 


In mid-1985 there were 117 banks in Luxembourg (about the 
same number as four years ago), employing 9,400 persons (up 
5% from 1983). West Germany accounts for the largest single 
grouping of banks, with Scandinavia and the major US banks 
also with a major presence. Most bank lending from 
Luxembourg banks is directed to other European countries and 
to North America; Luxembourg banks are relatively free from 
exposure in high debt risk areas. 


The outlook for this sector is for modest or "qualitative" 
growth (as government officials describe it) and further 
diversification of services. The growth of private banking 
and other "fee paying" services in 1984/85 has offset the 
relative weakness in Luxembourg's participation in the 
eurocredit and eurobond markets. Employment in the near-term 
should rise by several hundreds, and bank balance sheets will 
grow in the range of 8-12% annually over the next couple 
years. 


Reinsurance companies and investment funds are being 
encouraged to locate in Luxembourg. Twelve reinsurance 
companies have established Luxembourg facilities since the 
Chamber of Deputies in February 1984 approved legislation 
providing special benefits to these entities. Assets of some 
170 Luxembourg-based investment funds totalled nearly $14 
billion at the end of 1984. 


BUDGET AND PUBLIC FINANCES 


Luxembourg enjoys conservative management of public 
finances. Government budgets are frequently in surplus. 
Government debt is low and since 1970 has steadily declined 
as a percentage of GDP. Effective rates of personal income 
taxation are high. 


Government expenditures represent approximately 36-43% of 
GDP, depending on the method of calculation. Transfer 
payments account for about 16% of the total. Over the past 
two years, expenditures related to the steel industry have 
accounted for at least 12% of the budget and presently 
comprise the most significant variable on the expenditure 
side. 





To finance the steel restructuring program, the Act of July 
1, 1983 provided for increases in direct and indirect taxes 
(1-2% in the VAT and 2-3.5% in income tax), together with 
government borrowings totalling FLUX 2 billion. In 
principle, the higher rates of taxation will be eliminated as 
soon as the steel restructuring program has reached its 
conclusion, possibly in 1986. 


Up to 1979, the government budget usually registered a 
surplus, which was channeled into a special reserve fund. 
With contributions from modest budget surpluses in 1984 and 
1985, this reserve fund should reach FLUX 3 billion by the 
end of 1985. The fact that the reserve fund exists at all 
reflects the healthy state of public finances in Luxembourg. 


The Chamber of Deputies in 1984 took steps to cover future, 
unfunded obligations of the country's social security 
system. Additional reforms are under review. 


UNITED STATES TRADE OPPORTUNITIES 


Luxembourg is a potentially attractive market for US products 
due to its high per capita income, its growing financial 
sector, and heavy dependence on imports for most consumer and 
industrial goods. 


However, most consumer and industrial imports into Luxembourg 
enter in retail, rather than wholesale quantities. Potential 
importers and distributors are few. Consequently, US 
exporters generally include Luxembourg with marketing efforts 
in one or more of the larger neighboring countries. Belgian 
importers and distributors (also many in Germany and France) 
often cover Luxembourg. 


Evaluation of the potential of the Luxembourg market alone is 
complicated by the absence of detailed trade statistics, 
which, except for broad categories, are available only for 
the Belgium-Luxembourg Economic Union as a whole. The 
vigorous growth of the financial sector, Luxembourg's 
attraction as an outdoor vacation center, and government 
encouragement to the upgrade and < »ansion of the country's 
many hotel and restaurant facilities are all areas where 
quality US products could compete. The establishment of a 
major medical treatment and research complex at Mondorf is 
under preliminary discussion. 


The 6-12% value added tax (VAT) rate is one of Europe's 
lowest. Shoppers from nearby countries travel to Luxembourg 
to take advantage of generally low prices of consumer goods, 
especially wines and liquors. US food specialties have also 
sold well at supermarket promotions. 





US producers of consumer goods typically supply Luxembourg 

from facilities in Europe or the Far East, rather than from 
North America, in part due to the relatively high exchange 

rate of the dollar in 1984/85, - 


For the Belgium/Luxembourg market as a whole, best prospects 
for US exports in 1985/86 include business and office 
equipment; process control, analytical and scientific 
instruments; franchising; computer software and services; 


computers and peripheral equipment; and materials handling 
machinery. 


UNITED STATES INVESTMENT OPPORTUNITIES 


Political and social stability, absence of labor strife, 
competitive production costs, Luxembourg's production 
"neutrality," government incentives, central location in the 
EC, multilingual staffs, good communications, and minimum red 
tape -- all are factors which have lured US investment to 
Luxembourg over the past thirty years. US industrial firms 
already established include General Motors, Goodyear, DuPont, 
Commercial Shearing, Guardian Industries, and National 
Aluminum. Several of these large companies have recently 
announced expansions of their Luxembourg operations. 


Luxembourg does not publish statistics on foreign 

investment. Estimates put foreign investment (of which about 
60% or more is from the US) at perhaps 30 or 35% of total 
industrial investment. US investment in Luxembourg is very 
roughly estimated at $500 million or more, representing 
probably the highest concentration of US investment outside 
of North America. 


Potential investors are especially impressed by the sometimes 
startling pro-American attitude found nearly everywhere in 
Luxembourg. This factor is often hard for the prospective 
investor to put a value on in terms of his own business, but 
no doubt is a factor influencing US companies to invest in 
Luxembourg. 


Three US firms will initiate operations in Luxembourg in 
1985/86, to serve the EC market, in the fields of plastic 
container manufacturing, chemical production, and computer 
communications. The Ministry of Economy and the government's 
state investment bank (SNCI) are assisting all three US 
companies to arrange financing for their operations and to 
arrange other details of establishing Luxembourg operations. 


The government especially welcomes small to medium-size US 
companies with proven managements and whose planned 
operations are soundly conceived, capital-intensive, 
environmentally friendly, and employ advanced technologies -- 
regardless of their initial impact in terms of job 

creation. Incentives to new industrial investors are in 
keeping with guidelines in effect th.oughout the EC. 





A List of Key Contacts in Luxembourg 


Luxembourg Chamber of Commerce 
Mr. Henri Ahlborn, Director 

7 Rue A. De Gasperi, 

1615 Luxembourg-Kirchberg 
Telephone 435853 


Luxembourg International Fair 
Mr. Mathias Treinew, Director 
Plateau Du Kirchberg 
Luxembourg 

Telephone 20931 


Luxembourg Bankers' Association 
Mr. Remy Kremer, President 

23 Av. Monterey 

2163 Luxembourg 

Telephone 29501 


Luxembourg Federation 

of Industrialists 
Mr. Lucien Jung, Director 
7 Rue A. De Gasperi 
1615 Luxembourg-Kirchberg 
Telephone 435366 


Luxembourg Trade Confederation 
Mr. Rolf Reung, President 

23 Allee Scheffer 

2520 Luxembourg 

Telephone 473125 


Luxembourg Ministry of National Economy 

Mr. Claude Lanners' (Industrial Investment) 
19-21 Blvd Royal 

2449 Luxembourg 

Telephone 4794-231 


Luxembourg Ministry of Middle Classes 
Mr. Paul Mackel (Work Permits) 

19 Blvd Royal 

2449 Luxembourg 

Telephone 4794-227 


ARBED Steel S.A. 

Mr. Norbert Theisen, Director 
Supplies Group 

19 Av. de la Liberte 

2930 Luxembourg 

Telephone 47921 


European Satellite Company (SES) 

Mr. Hendik Broberg, Project Director 
63 Av. de la Liberte 

1931 Luxembourg 

Telephone 496927 


American Businessmen's Association 
Mr. Alex Schmitt, Secretary 

10A Bivd de la Foire 

1528 Luxembourg 

Telephone 475575 


Amercian Embassy Luxembourg 

Michael T. Barry, Economic/Commercial Officer 
22 Blvd Emmanuel-Servais 

2535 Luxembourg 

Telephone 40123 





You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


you need to succeed in overseas business. 
BLINDED Overseas Business Reports (oBr’s) 
bring you detailed infarmation on overseas trade and 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 


information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

®@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 


LE TRE IE TT ETN AN SSE RTE TS SE a SE ESET TE PET SOIT I TET SIG LE SES SNOB SN ETE I IIE PE SER EI 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is$_____———C CC). check, sii 
C money order, or charge to my Total charges $_______— Fill in the boxes below. 


Deposit Account No. Credit 


PTT TIT Iiiet sooo Card No. PELE L UL Ptr tag 


Expiration Date 
Month/Year Lie) 


Enter my subscription to: [] Overseas Business Reports $26 per year ($32.50 overseas) For Office Use Only 
©) Foreign Economic Trends at $70 ($87.50 overseas) Quantity Charges 


Order No. 


Company Name Enclosed 


To be mailed 
Individuals Name—First Last Subscriptions 
Postage 


| Foreign handling 


MMOB 
City State ZIP Code 


(or Country) UPNS 


| | Discount 


PLEASE PRINT OR TYPE Retund 


Street address 





WHO, ME? EXPORT? 


YES, YOU! 


You don’t have to be a big corporation to sell your 
products overseas. If you’ve been successful in 
the domestic market, chances are good you could 
do well in the world markets—and reap the profits. 


BUT HOW DO | START? 


That’s a good question. We have a 

handy, step-by-step guide book with the 

answers. Just send us the coupon below, 
and we’ll show you how to begin. 


WHY DOES THE GOVERNMENT 
WANT TO HELP ME? — 


Exporting means greater profits and 
increased company growth for American 
businesses—your business. It also 
creates jobs for Americans, contributes 
to a healthier economy, and strengthens 
our international trade position. 
Exporting is not only good for you—it’s 
good for America. 


SEND FOR YOUR COPY OF 
A BASIC GUIDE 
TO EXPORTING TODAY! 


U.S. DEPARTMENT OF COMMERCE 
INTERNATIONAL TRADE 
ADMINISTRATION 


eeeeeeeceseeessesecsseeseseeeeeeseeese 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Send _.___ _ copies of A BASIC GUIDE TO 
EXPORTING at $6.50 

SN 003-009-00349-1 

Enclosed is $ _____0 check, 


O money order, or charge to my 
Deposit Account No. 


tL) 1) 


Order No. 


po 


Name—First, Last 
ompany name or additional address line 
treet address 
ity 


State 
(or Country) 


PLEASE PRINT OR TYPE 


Credit Cards Orders Only 


Total charges $_______ Fill in the boxes below. 
Credit 


cargo. LLT TTT TTT TITTt titty 


Lo dbeked 


Expiration Date 


Month/Year For Office Use Only 


Quantity 


Foreign handling 
ID sien cialk ecni detent escecbse naaeoneel 


ZIP Code 








